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OVERVIEW

In light of Japan’s low economic growth, the Government of Japan has undertaken significant fiscd and
monetary stimulus. These have been necessary measures to rekindle sustainable growth, but will prove
insufficient unless coupled with structura change driven by deregulation that frees up the economy to
greater competition.

Initiated by Presdent Clinton and then-Prime Minister Hashimoto at the Denver Summit of 1997, and
carried out by U.S. Trade Representative Charlene Barshefsky and then Foreign Minigter Y ukihiko
Ikeda, the Enhanced Initiative on Deregulation and Competition Policy seeks to eliminate bottlenecks
that inhibit Japanese structura change and economic adjustment. This report on the third year of the
Enhanced Initiative was agreed to by the U.S. and Japan under the co-chairmanship of Deputy U.S.
Trade Representative Richard Fisher and Japan’s Deputy Foreign Affairs Minister Y oshiji Nogami. It
focuses on tdlecommunications, energy, housing, medica devices, pharmaceuticas, and financid
sarvices. It dso addresses cross-cutting competition policy, transparency, and distribution.

Building on achievements made over the past two years, the new measures contained in this Joint Status
Report condtitute a sgnificant step forward in Japan’s ongoing efforts to clear out the regulatory thicket
that has prevented the world' s second-largest economy from redlizing sustainable economic recovery.
Simultaneoudy, this Initiative remains a crucid component of the Clinton Adminidtration’s Srategy to
further open markets in Japan. It is crafted to complement our multilateral agendain APEC and the
WTO and our ongoing bilatera trade agreements on issues such as autos and auto parts, government
procurement and insurance.

The measures under this Initiative will trandate into Sgnificant gains for U.Sfirms doing busnessin
Japan. At the sametime, Japanese consumers will benefit across the board from lower prices, greater
choice, and more innovative new products. Most importantly, these deregulatory stepswill contribute
to sustainable recovery of the Japanese economy. Thisis good for Japan, Japan' s trading partners, and
the world.



TELECOMMUNICATIONS

Background: Over-regulation of new entrants in Japan’ s telecommunications sector and weak
controls over the powerful dominant carrier, NTT, have stifled competition in Japan’s $130 hillion
telecommuni cations market and deprived the Japanese economy of the benefits of innovative services
and low prices. In an attempt to address these problems, the United States has called for a
“Teecommunications Big Bang,” pressng for dimination of unnecessary regulations and stronger
safeguards againgt anti-competitive behavior by dominant carriers.

Accomplishments. To address these problems, Japan has agreed to:

Reduce the rates for competitiors to interconnect with NTT’s network by about 50% &t the
regiond level (of greatest importance to U.S. companies) and 20% at the local level by 2001.

-__Conduct athorough review of NTT’ s interconnection rates in 2002, based on an improved rate
caculation model. This process should result in additional and substantia rate reductions in 2002.

Open new points of access (“unbundling”) to NTT’ s network and enact rules to ensure fair usage
rate and conditions in order to alow new entrants to compete in providing high-speed Internet
services.

Enhance new entrants' ability to build new networks by 1) eiminating restrictions on new
competitors ability to congtruct their own networks in the most efficient way, and 2) removing
certain road construction restrictions and promoting measures to improve access to underground
tunnels controlled by NTT and dectric utilities.

Determine by March 2001 if interconnection with NTT DoCoMo, Japan's largest wirdless
provider, should be regulated more grictly because of DoCoMo's “dominant” market power.

Benefitsto the U.S.: These agreements will improve U.S. firms' access to Japan’s $130 hillion
telecommuni cations sector, the second largest in the world.  Lowering interconnection rates to the levels
agreed above will in itsdf save competitive carriers over $2 billion over the next two years. The
benefits for new competitors should be even more sgnificant in 2002, as interconnection rates will likely
drop even more sharply. Japanese consumers will benefit from better service and lower costs.

I nterconnection cuts will reduce the cost of business-to-business transactions and Internet usage. They
will aso stoke Japan’ s economic recovery, stimulating trade between the world' stwo largest
€CONoMmies.



ENERGY

Background: Japanisthe third-largest energy market in the world, behind the U.S. and China
Japan’ sten utilities together produce about three-quarters of Japan’s power needs.

In March, Japan opened nearly one-third of its eectricity market to competition, alowing large
industrid customers to choose their eectricity supplier. Thisreform isintended to help reduce Jgpan's
energy prices, which are the highest in the OECD, and in doing o, increase economic growth and
create thousands of new jobs. During this year’ s energy diad ogue under the Enhanced Initiative, the
U.S. and Japan reached agreement on key measures related to implementation of this eectricity
deregulation, which will help ensure its success. The agreement reached between the two governments
aso will lay the groundwork for further deregulation in this important sector.

Accomplishments:

Japan has pledged to fully implement and enforce measures designed to ensure fair, open, and non-
discriminatory access to its dectricity transmisson grid - the utility-owned network that isthe only
channel for transmitting eectricity from one point to another in Japan.

Japan will disclose information on the development of transmission rates by utilities so that new
firms seeking to compete in the market can determine if these rates are being set fairly.

To fogter the shift from a monopoly to a competitive market in the eectricity sector, Japan agreed
to diminate its antitrust exemption for natural monopolies (including dectricity and gas), enforce
comptition guidelines and expand them as gppropriate, and actively promote competition in this
sector.

Japan agreed to establish afair, trangparent, and non-discriminatory framework for accessto its
natural gas sector, which isto be liberdized next year.

Japan aso agreed to review the results of these initid liberdization stepsin three years. We expect
this view to lead to further liberdization of the energy sector.

Benefitsto the U.S.: U.S. firmswill be able to produce, sell, and trade power in Japan’s $135 hillion
electric power market. Japan’s reforms aso will creste new opportunities for exports to Japan's $15
billion market for dectrica generation equipment, aswell asto Jgpan’s growing energy services market.



HOUSING

Background: Japan’s $42 hillion home building materias market is the second-largest in the world.
Unwiddy rental market restrictions and government-impaosed limits on the size of wooden buildings
have stymied market access and driven up housing costs for Japanese consumers.

Accomplishments. Thisyear's progress under the Enhanced Initiative includes:

A December 1999 change to Japan’s Land and House Lease Law governing lease renewds. This
reform will dlow Japan to develop aqudlity rental housing market, improving housing choices for
millions of Japanese families and cresting enormous opportunities for domestic and foreign builders
and suppliers. Experts project this change will lead to a 17% increase in new housing starts within
an hour’ s drive of Tokyo.

Continuing our efforts from previous years, Japan has agreed to reduce restrictions againgt four-
story wood-frame buildings. This step will strengthen the current boom in congtruction of wood-
frame houses, and could ultimately mean substantia increasesin the sdes of U.S. wood products.

Japan has agreed to help improve housing appraisas by ensuring that maintenance and renovation
are factored into appraisal value. We have aso encouraged Japan’ s government mortgage bank to
make mortgage terms for resale housing more compatible with the terms dready offered for new
houses, a change likely to happen thisyear. Asaresult, more redistic vauations and increased
trangparency will make housing more affordable for young Japanese families.

Benefitsto the U.S.: The U.S. now sdls approximatedly $3.3 hillion in building materids to Japan
each year. Thesereformswill creste important new opportunities for U.S. firms, who stand to benefit
from hundreds of millions of dollarsin new sales while spurring Japan’s economic growth and providing
more affordable, high-quality homes for Japanese consumers.



MEDICAL DEVICES PHARMACEUTICALSAND NUTRITIONAL SUPPLEMENTS

Background: Continued over-regulation and inefficiencies in Japan’s medicd device, pharmaceutica
and nutritional supplement sectors have dowed the introduction of innovative, cost-effective products

into Japan. Increasing the availability of these productsis a key to helping Japan meset the challenge of
providing increased quality hedlth care to its aging population while limiting overal codts.

Accomplishments. Japan has agreed to take 25 concrete new deregulation measures that will
increase the access of U.S. manufacturers to Japan’s hedth care market, including:

From October 2000, establish an unbiased and transparent appeals process that will allow U.S.
suppliersto chalenge unfavorable pricing decisons for medica devices and pharmaceuticals under
Japan’ s nationd health insurance system.

Implement a transparent and speedy process for creating new medica device pricing categories
and provide gppropriate interim prices for new devices (within four months) while their fina prices
are being implemented, and take steps to prevent disproportionate price cuts on U.S. products due
to restructuring of functiond categories.

Work toward increasing the availability of innovative medicines in the marketplace through Japan’s
pharmaceutica pricing reform process.

Take specific measures to improve the transparency and speed of the approval procedures for both
drugs and medica devices, induding increased use of foreign dinicd data. Thiswill result in faster
patient access to cutting-edge products.

Abalish redtrictions on the shgpe and maximum daily dosages of many common vitamins and
mineras, and alow manufacturers to provide Japanese consumers with information about the
nutritiona and health benefits of these products.

On April 1, 2000, Japan implemented a reduction in the gpprova processing time for new drugs
from 18 months to 12 months.

Benefitsto the U.S.: Jgpan isthe world's second largest market for medical devices and
pharmaceuticas.  In both sectors, U.S. firms are the dominant worldwide suppliers of innovative
products and will be the key beneficiaries of the measures Japan has committed to implement under this
year's deregulation package. U.S. firms now hold 12% of Japan’s $60 billion pharmaceutica market
and amost 30% of Japan’s $20 hillion medical devices market. In the nutritional supplements sector,
U.S. companies have captured approximately $500 million of Jgpan's $6.5 billion market. While
sgnificant, these market shares are less than in other developed countries. The steps Japan will take
are critica to ensuring that the steady stream of innovative medica devices and drugs being devel oped
by U.S. firms can gain timely access to the Japanese market.



DISTRIBUTION AND CUSTOMS

Background: Japan'srigid and inefficient distribution and customs systems have restricted market
accessto U.S. firmsin many sectors, including glass, film, and paper. Jgpan’s new Large Store
Location Law marks an important step forward, but must be carefully monitored to ensure that its
implementation does not unfairly discriminate againg large stores. Japan’ s inefficient customs system
has burdened both Japanese and foreign businesses with high costs and unwieldy procedures.

Accomplishments. Significant new Japanese measures include:

On June 1, 2000, Japan replaced the Large Stores Law with the Large Scale Retail Store Location
Law (Store Location Law). Japan has agreed to ensure that this new law isimplemented in a
congstent, trangparent, and fair manner

Loca governments are responsible for implementing the Stores Location Law. Japanese, U.S,
and other foreign retallers, however, have expressed concerns that smal shop owners will intervene
with local authorities to make unreasonable demands on large retailers over issues related to traffic,
parking, noise, and trash removal. To address these concerns, the Ministry of Internationa Trade
and Industry (MITI) is establishing officiad contact pointsin Tokyo and around the country to field
complaints and facilitate their resolution.

To address concerns that loca governments will not implement the Store Location Law in auniform
manner, Japan has committed to an information campaign to ensure maximum awareness about the
new law, and to provide local governments with technica assistance with regard to its
implementation.

By increasing the amount of goods that Customs officers are dlowed to process during overtime
work, Japan Customs has effectively reduced the costs of releasing goods imported into Japan,
saving U.S. and other foreign importers millions of dollars ayear.

Over the next year, Japan Customs will introduce a new Smplified Declaration Procedure that will
move imports into Japan more efficiently through streamlined procedures for duty payments and
reporting requirements.

Benefitsto the U.S.: Thesereformswill hep American retalers achieve additiona progressin gaining
access to Japan’' s $L.5 trillion retall market. U.S. retailers aready operating in Japan - including Toys
R Us, Gap, Eddie Bauer, and Costco - will continue to benefit from increasing deregulation in this
sector. Jgpan’s streamlined customs procedures are expected to yield substantial savings to American
busnesses. One U.S. firm, for example, estimates that its overtime fees will be cut by millions of dollars
ayear due to the increased number of pieces customs officias are alowed to inspect per hour.



FINANCIAL SERVICES

Background: Jgpan's pool of individud savings - valued at over $12 trillion - is the largest outside the
United States. But, until recently, Japanese investors had a very limited range of investment choices,
and mogt of these funds have been held in low-return assets. Strict regulations narrowly defined the
scope of financid firm activities, reducing competition and innovetion in the sector, as wel aslimiting the
opportunities available to American financid services providers.

Accomplishments: Jgpan's“Big Bang” financid liberdization initiative, which builds on and extends
Japan’ s undertakings in the 1995 U.S.-Japan Financial Services Agreement, commits Japan to a
fundamental deregulation of the financid sector. Bilatera financid services discussions have sought to
enaure that Big Bang measures were extended and fully implemented, and that foreign firms share fully
in the new opportunities opening up. Notable deregulation measuresin this report include:

Full liberdization of brokerage commissions on stock transactions (October 1999) will greetly
increase competition among brokerages, asit hasin other financia markets

The eimination of restrictions on the scope of business of cross-industry subsidiaries (eg.,
securities subsdiaries of banks) has eiminated much of the artificial segmentation of the financia
services industry

The dimination in June 2000 of the requirement to liquidate portfolio holdings when switching
private penson fund managers greatly increases the ability of new entrants to compete for existing
pension fund business. Japan will diminate the corresponding requirement for public pensions by
April 2001, and permit investment advisers to directly manage public pension funds

The initiation by the Financid Services Agency of a system of response to written inquiries,
including requests for published guidance and no-action letters, to improve trangparency and
predictability in the regulatory process.

Benefitsto the U.S.: Drawing on their technologica and innovative srengths, American financid
services providers have aready regped significant commercia opportunities from the liberdization of
Japanese financid markets. The Japanese investment trust (mutua fund) market has expanded sharply
this year, and the number of foreign-affiliated investment trust companies has more than doubled in the
past two years. Thisyear, for the first time, ajointly-owned American-Japanese firm (Nikko Salomon
Smith Barney)led the market in new equity issuances. American firms captured the top four spots as
advisersto M&A transactions. American firms have dso entered the Japanese banking, securities, and
insurance sector through the acquisition of Japanese firms. Opportunities for U.S. firmswill continue to
expand in the future, as Japan’ s financial market continues to develop, and as the Japanese invest in an
increasingly sophigticated range of financid products.

INSURANCE



Background: Japan'sinsurance market isthe largest in the world at $331 billion in direct net
premiums for 1998. Yet it continues to be over-regulated, non-transparent, and presents serious
chdlengesto U.S. firms, including an inadequate product and rate gpproval system and shortages of
skilled staff.

Japan’ s government-owned and operated postal insurance system, or Kampo, isthe largest insurer in
the world, with over $1 trillion in invested assets and more than 82 million policies. Kampo's date-
owned status makes it exempt from certain areas of government oversight, inspection, and financia
obligations.

Accomplishments. Asaresult of thisyear’ s Initiative, Japan’s new pledgesinclude:

Speeding new and innovative insurance products to the market by shortening standard product
examination periods and reviewing whether the sreamlined “ notification” system can be extended
to additiond commercid and persond insurance lines.

Examining ways in which Jgpan’s published insurance product examination regulations can be
clarified.

Providing more information to private firmsin writing.

Ensuring aleve playing fidd for dl firms by examining insurance product gpplicationsin the order
they were submitted.

Avoiding product approva bottlenecks through more efficient use of Japan’s regulatory personnel
and technical resources.

Affirming that the GOJ has no current plans to expand Kampo into additiona areas of non-life
insurance, and that the Minigiry of Posts and Telecommunications will explain upon request to
foreign insurance providers and other interested parties any plans to change Kampo insurance
offerings.

Benefitsto the U.S.: These new measures build on progressin deregulating the Japanese insurance
market achieved through the 1994 and 1996 bilatera insurance agreements, and will further approve
U.S. firms access to Japan’s $331 billion insurance market. By streamlining the current product
gpprova system and dlarifying Japanese Government rules and regulations covering insurance, a wider
array of new, innovative, and cost-competitive insurance products will become more readily available
to Japanese consumers. Further, afocus on limiting potentia expanson of Kampo will ensure that the
private sector, fully cgpable of meeting dl of the insurance needs of the Japanese public, is not
ingppropriately chalenged by government intervention in this important market.

COMPETITION POLICY

Background: A key god of the Enhanced Initiativeis to ensure that government deregulation is not



undone by anti-competitive actions orchestrated by private-sector players. Preventing incumbent firms
in once heavily regulated sectors from using their market power to stifle competition is of particular
concern. The same holds for preventing cartels from undermining the hedlth of the economy and
excluding foreign competition. Bid rigging on public procurement projectsis especidly problemétic in
Japan. Strong antitrust enforcement is needed to combat such problems. The upcoming reorganization
of the Japanese Government, however, threastens to compromise the independence of the Japan Fair
Trade Commission’'s (JFTC) oversgght of the posts and telecommunications sectors, as MPT will be
placed in the same ministry as JFTC.

Accomplishments.  Significant new measures to address these problems include:

The JFTC will actively enforce Jgpan’s antitrust laws againgt incumbent firmsin partidly or fully
deregulated sectors (such as the telecommunications and energy sectors) that try to use their
dominant market postion to exclude or harm competitors.

Japan has pledged it will not dlow the upcoming government reorganization to affect JFTC
independence in antitrust enforcement and competition policy promotion related to the posts and
telecommunications sectors.

The Nationd Police Agency (NPA) and the JFTC will initiate a new cooperation mechanism for
investigating bid rigging; the NPA will provide the assstance to local police departments necessary
to ensure they can vigoroudy and effectively investigate crimina bid-rigging, or dango activities.

The JFTC will survey the competition effects of financia ties and other relationships between
manufacturers and distributors and take additiona measures to promote an efficient and competitive
digtribution and retail sector.

The JFTC will strengthen its capabilitiesto act againg cartels by improving the effectiveness of its
searches, fortifying its ability to obtain evidence stored on computers, actively seeking pendties
againg obgtruction of itsinvestigations and aggressively pursuing internationd cartels.

Benefitsto the U.S.: Active competition - safeguarded by vigorous Antimonopoly Law enforcement
and broad-based government support for competition principles - will help reinvigorate Japan's
economy and help open Japanese markets to American firms. Japan’s agreement to ensure an
independent JFTC committed to actively enforcing the law againgt exclusonary practices in deregulated
sectors such as eectricity and telecommunications will be akey factor in ensuring true market access
for American competitors. Strengthened efforts to root out cartels and bid rigging conspiracies should
aso help diminate private anti-competitive barriers hindering U.S. exports of goods and servicesto

Japan.



TRANSPARENCY OF THE REGULATORY SYSTEM

Background: Despite improvementsin recent years, Japan’s regulatory system continues to lack the
transparency and accountability necessary to ensure that al players have the same access to public
information and the policymaking process. New market entrants and competitors need adequate
information on Japan’ s regulatory system in order to base their decisions on accurate assessments of
potentid codts, risks and market opportunities. Thisis especidly true for foreign firms, which do not
have the same access to the bureaucracy as domestic firms.

Accomplishments:.

In January 2001, Japan will increase regulatory transparency and bureaucratic accountability by
introducing a government-wide policy evauation system.

Lagt year, Japan introduced a Public Comment Procedure that alows the public to review and
comment on draft regulations. The U.S, however, has ongoing concerns about the Procedure’ s
implementation, including overly short comment periods and the fact that public comments rardly
appear to bereflected in final regulations. Asaresult, Japan has agreed to examine the
Procedure' s implementation, including the length of comment periods used and reasons why the
ministries do not use the Procedure in particular cases. The public will have an opportunity to
comment on the survey.

When Japan enacted its 1999 government information disclosure law, it exempted specid public
corporations (tokoshu hojin) from the information disclosure obligations. However, a specid
government committee is preparing recommendations for legidation to require these corporations to
disclose information to the public in the same way aready mandated for centra government
ministries and agencies.

Benefitsto the U.S.: Reformsthat increase the trangparency of the regulatory process and make the
bureaucracy more accountable help curb onerous discretionary powers of the bureaucracy and shift
power to the public. Such reforms dso help leve the playing fidd for foreign firms, reducing the specid
advantages traditionally enjoyed by Japan’s domestic firms. For example, Japan’s policy assessment
system will, beginning in January 2001, require ministries and agencies to eva uate the effects of their
policies both before and after implementation and make their policy evauations public.



LEGAL SERVICES

Background: Thereisnot enough lega expertise in Japan to support the increased merger and
acquisition and commercid restructuring activity that is critical to the recovery of the Japanese
economy. Moreover, by continuing to bar Japanese lawyers from becoming partners with foreign
lawyers, Japan has limited the ability of Japanese and foreign businesses to obtain the fully integrated
transnationa legal services they need for efficiently effecting domestic and cross-border transactions.

Accomplishments. This year, the Government of Jgpan has recognized the need to modernize and
liberdizeitslegd system, and has agreed to take significant first steps to begin that process:

Japan has established a Judicia Reform Council to review awide range of steps to make the lega
systern more responsive to the needs for increased legal services in Japan.

The Japanese Federation of Bar Associations (Nichibenren) has lifted the ban on business
advertisng by Japanese and foreign lawyers. They are now alowed to advertise their areas of
practice, background and fees through newspapers, magazines and on the Internet.

Japan has increased the number of successful gpplicants to the annua Bar Examination by about
1000. While this number represents an incrementa change, it fals short of the number needed to
meet Japan’s burgeoning legd demands. However, the Japanese Government is considering further
increases, and the Judicid Reform Council is investigating ways to address this need.

Benefitsto the U.S.: Jgpanese and U.S. businesses are actively contributing to the Japanese
Government’ s efforts to address the deficiencies in Japan'slegd system.  Lifting the advertising ban will
dlow U.S. legd professondsto raise ther vishility in the Japanese market, and aso enable U.S. firms
to more easly locate needed legd services to effect business devel opment, investments, and merger
and acquigition activity. Increasing the number of Japanese lawvyers will aso help dleviate demands for
lega expertise necessary for U.S. firms to successfully do businessin Japan.

(End)



